GIT-2, IRA Withdrawals

I ntroduction

Anindividual retirement arrangement (IRA) isa
personal savings plan in which you set aside
money for retirement. This bulletin explains the
New Jersey gross income tax rules that apply
when you contribute money to or withdraw
money from a traditional IRA or Roth IRA. It also
describes how to use New Jersey’s IRA W

sheet to calculate the taxable portion of ¢
withdrawal for your New Jersey income te

return. The portion of your IR val
which is taxable for New Jersey purposes may
differ fromthe Fed t.

|RA Contri! )

Traditic YA

TheNew J ssInco - does not
con Fprovigons simila ‘nternal Reve-

n /ich permit anindivicual to deduct con-
trik isto an IRA. Contributioric (o an IRA are
subje New Jarsey incomatax in [

are mad 11 make & withdraws .
IRA accot amount you contributed 1S not

xable, since tha contributions vwera taxed at the

» they were made.

o R/
Like any contributions to a Roth IRA are
not exclud New Jersey income tax purposes
b subject to New Jersey incometax in the year

made. When you make awithdrawal from a
= 'A account, the portion of the withdrawal
that represents your contributions is not taxable,
since the contributions were taxed at the time they
were made.

Rollovers. If you qualify under Federal rulesto con-
vert an existing IRA to aRoth IRA, you also qualify
for New Jersey tax purposes. Conversion eligibility
for New Jersey is automatic upon Federal qualifica-
tion even if your New Jersey taxable income ex-
ceeds the Federal limitations.

Y ou can withdraw all or part of the assets from a
traditional IRA and reinvest them (within 60 days)
in aRoth IRA. In most cases, your contributionsto a
traditional IRA were previously taxed and only the
earnings are taxable to New Jersey in the year you
elect torall over the funds. However, any amounts
you roll over from atraditional IRA to a Roth IRA
which were not previously taxed by New Jersey,
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such as arollover distribution to an IRA from an
employer’s 401(k) plan, must beincluded in New
Jersey income in the year withdrawn from the
traditional IRA.

Any contributions you made to an IRA before you
moved to New Jersey are treated in the same way as
they would have been treated if you were living in
New Jersey at the time you made the contributions.

|RA Withdrawals
Traditional IRA

Your IRA account consists of your contributions,
earnings, plus amounts, if any, rolled ove ther
pension plans. Generally, the contributioi

taxed when they were made. Interest, divic 5, all

other earnings credited to an I hject (o tax
upon withdrawal. In addition, any amountswhich
wererolled over into A account tax-freefrom a
pension plan are s N Je hen |
are withdrawn.

An excey with resnect (o the taxability
an IRA wi i isare investe
in obligations which XE! oni rJ
income tax. Gross me | ax Act ific
excludes from grossincoime (1) interast red
from obligations of the Staie of Ne. any
of New Jersey’s political subdivisior ) inter-
est received from dire de Jligatl ons which
are statutorily free fromi al taxation.

Thus, where the interest received by the taxpayer on
an IRA distribution is from exempt obligations which
are directly owned by the taxpayer in the IRA plan,
the interest is exempt from New Jersey income tax.

Likewise, if the IRA account is part of a New Jersey
“Qualified Investment Fund,” the portion of the dis-
tribution from the IRA which represents interest or
gains from the qualified exempt obligations held by
the fund is exempt. However, the portion of a distri-

bution which comes from taxable investments held
by the fund istaxable.

If the IRA account is part of amutual fund that is

not a Qualified Investm nd, the distributions
paid by the mutual f mpt only to the ex-
tent the distribitions al ipbutable to interest on

Federal obli
For m in ) on tax .arest income
ar rsey Qualitied Inve rit Funds, request
Te - Bulletin G T-5, Exemipt Ohligations.
Roth
Qualified butions. A qualified distribution

)m a Roth | is excludable and does not have to

be included in New Jer
recelved whether Jic distribution or a
mp-sum distributi qualified distribution”
ns¢ t or castribution that is made after
the five-te I period beginning with the first
te year i1 which acontribution was made to an
al’s Roth IRA, and is made:

ross income in the year

e (n or after the date on which the individual
reaches age 59%; or

e Toabeneficiary (or theindividual’s estate) after
theindividual’s death; or

e Because the individual becomes disabled; or

o Asagqualified first-time home buyer distribution
as defined by the Internal Revenue Code.

Nonqualified Distributions. A payment or distribu-
tion will not be treated as a qualified distribution if
it is not made under one of the four circumstances
above or is made within the five-taxable-year period
which begins with the year the first contribution was
made to the Roth IRA. Likewise, a payment or dis-
tribution of an allowable rollover contribution (or
income earned on the amount rolled over) from an
IRA other than aRoth IRA, isnot aqualified distri-
bution if it is made within the five-taxable-year
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period which begins with the year in which the roll-
over contribution was made. Under this “five-year
rule,” if you established a Roth IRA in 1998 you
will not be able to receive a*“qualified distribution”
before 2003. For information on calculating the
taxable portion of anonqualified distribution, see
Lump-Sum Distributions and Rollovers, and Peri-
odic Distributions below.

Reporting Taxable Amounts
Taxable amounts withdrawn from either atradi-
tional or aRoth IRA are reported on the same line «
the New Jersey tax return as taxable pensions and
annuities (Line 19a, Form NJ-1040 or Lin

Column A, Form NJ-1040NR). Thus, gu

taxpayers are entitled to apply to their tax R
distributions the same income ¢ ions authorized
by the New Jersey Gross Incol tfo
pensions and annuities

1998 Rollover. If | da IRA
aRoth IRA in 1998 and Aecied 1o spi hle
income 0 Ir-yecr period, yYou must incluc
one-fourt ouri ‘urnin 1998,
one-fourth 299, fou d

fourthin 20

For informatioi reporting pension a lity
income on your | Jersey |ncome ,and

using the New Jerscy income exclusic “quest
Tax Topic Bulletin Gl 1S and Annuities.

Education IRA

An education IRA is not aretirement arrangement. It
isatrust or custodial account created only for the
purpose of paying the qualified higher education
expenses of the designated beneficiary of the ac-
count. New Jersey’s treatment of an education IRA
differs from the Federal treatment. Contributions to
education IRAs are subject to New Jersey income
tax in the year they are made. When you make a
withdrawal from an education IRA, the amount con-

tributed is not taxable. Earnings credited to an edu-
cation IRA are subject to New Jersey tax upon with-
drawal. Distributed earnings from an education IRA
are reported on Line 15, Form NJ-1040 (or Line 35,
Column A, Form NJ-10C Do not include the
earnings portion of ¢ on from an education
IRA on Line 19 i 1040 (or Line 41,

Column A, | 040N R).
For i al atreatri aified State
t ar accounts, inclu the New Jersey
Be ducational Savings Trust (NJIBEST) ac-
cournis, request Tax Topic Bulletin GIT-% nt
Obligations
ump-Sum Distributionsand
Rollovers
\hen vou receive mdistribution from a
fitional | luimp-sum nongualified distribu-
tion frori \, the amounts you receive
wi aei 2ss of your previously-taxed con-

1sto thetraditional IRA or Roth IRA are

able and must be included in income in the
year you receive them. New Jersey has no provi-
sions for income averaging of lump-sum
distributions.

A lump-sum distribution which you roll over
(transfer) into atraditional IRA or other eligible
plan is excludable from New Jersey incomeif the
rollover qualifies for deferral for Federal income tax
purposes. The amount rolled over (minus previously
taxed amounts) is taxable later when it is withdrawn.
Asunder Federal law, the rollover must be made
within the 60-day period after distribution.

A distribution from atraditional rollover IRA which
isfully taxable for Federal income tax purposes may
be treated differently for New Jersey purposes if
there are contributions remaining in the IRA which
were subject to New Jersey income tax when the
contributions were made.
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Periodic Distributions

If withdrawals from atraditional IRA or nonquali-
fied withdrawals from a Roth IRA are made over a
period of years, the portion of the annual distribu-
tion that represents interest and accumulated gains
(including amounts rolled over and not previously
taxed) must be reported as taxable income each year
awithdrawal is made. The amount subject to tax is
based on the ratio that the taxable portion bears to
the total amount in the account.

The formulato determine the taxable portion of a
distribution from atraditional IRA or a nonqualifi
distribution from aRoth IRA is:

w x Distribution = Taxe

Total Vaue
Total Value means the value oi IF n Decem-
ber 31 of the tax year pl s total |=A disiributic
during the tax yeer
Taxable Portion means the Total Vauc
viously-t: ibuti
Inthefirst awithdrawe _ nti ion
means the total amour 1 contributed to the
from the time the account was cpenad th h the
end of the tax year inwhich thafi al was
made. (It does not include amountsi rand

not previously taxed

After thefirst year, the formulafor calculating the
taxable portion of a distribution remains the same,
but the base for each item changesto take into
account the fact that both t=xable and nontaxable

amounts have been wit! from the account.
IRA Wo A
The New . MNork yorates the
form 0\ hles you y calculate the
t on of y vithdrawal from atradition-
al r nonqualified withdrawel fromaRoth IRA.
If you make withdrawals from seveial |R he
same y \V/ Use a separate wol
each IRA rt thetotal of the taxab! e arnounts
‘om each v sheet on your 1ax return. Or, you
' calculate the taxabl e portion by combining all
the |RASs on one }
ep copies el orksheets you complete
‘Oui 'hen you make withdrawals from
atradition r nonqualified withdrawals from
af IRA over aperiod of years, you will use the

s year' s worksheet as a basis for determining

ble portion of a subsequent withdrawal from
the IRA. You may use the IRA Worksheet on the
next page or the one which appears in the New Jer-
sey income tax return instruction booklet. Do not
file the IRA Worksheet with your New Jersey income
tax return.
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NEW JERSEY IRA WORKSHEET
Tax Year

Part |
1. Valueof IRA on 12/31 of tax year. Include contributions made for the tax year

from 1/1-4/15 of the fOllOWING YE&N ..........coeiieirireriere e 1
2. Total distributionsfrom IRA during thetax year.
Do not include tax-free rollOVErS........cccvvcveveieece e .2
3. Total valueof IRA. Addlinesland2.........ccccoviniinininnnnn. 3. A W
Unrecover ed Contributions: Complete either line 4aor 4b.
da. First year of withdrawal from IRA: Enter the total of
IRA contributions that were previously taxed ............. a.
4b. After first year of withdrawal from IRA: Complete
Part I1. Enter amount of unrecovered contributions from Fart !,
[N (G)F +veeeeee e 4b
5. Accumulated earningsin IRA on 12/21 of tax year.
Subtract either line4aor 4b fromline 3 ..o,
6. Divideline5 by line 3 and enter the (= 10107 | P
7. Taxableportion of this swith val. Multiply line 2 by deci 2l on
line 6. Enter here and on Foim NJ-1040, or Line 41, Column
NILO40NR ..o e ... 7.
Part I1—Unrecove ol utic ond and Later ¥ aars)
(@ Last ‘suni rered! contriot
Fro Flast Vear S WOIKSNEEE .....ccee e @
(b) Amc vil W
From 2 of last vea ks N . (b)
(c) Taxabieportion of last year’ swithdr aw:
Fromline 7 of last year sworksheet e (©)
(d) Contributionsrecover e last tract line (c) fromline (B)......cccoeeviiinenn. (d)
(e) Thisyear’'sunrecover ntri Jns.
Subtract line (d) ) eeuereeere e e e e e e e e e e e se e e e e e e e e e e nneenis (e
(f) Contributionsto li gcurrent tax year.
D0 NOt iNCIUAE taX-TrE8 1O OVEIS ...ee ettt eee s ()
(g) Total unrecovered contributions.
Line (e) plusline (f). Enter hereand on Part I, [in€@4b.........ccooveiiiiiiiiiiee (9)

*|f you did not complete aworksheet in prior year(s), skip Part 11 and cal culate the amount of unrecovered contributions

asfollows:
A. Determine the total amount of withdrawal (s) made from the IRA in previous years.

B. Total the portion(s) of these previous year withdrawal(s) already reported as income on prior New Jersey tax

returns.

C. Subtract the amount of previous year withdrawals reported (B) from the total amount of previous year withdrawals

(A). Thisdifference isthe amount of contributions that have been recovered thus far.

D. Subtract the amount of recovered contributions (C) from the total amount of contributions made to the IRA. Thisis

the amount of unrecovered contributions to enter on line 4b of Part I.
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Example A

Herbert Walters started to make withdrawals from his traditional IRA in 2000. He withdrew $1,000 in 2000
and another $1,000 in 2001. The IRA Worksheets that follow show how he calculated the taxable portion of
the withdrawals for his 2000 and 2001 New Jersey income tax returns.

NEW JERSEY IRA WORKSHEET

Tax Year 2000
Part |
1. Valueof IRA on 12/31 of tax year. Include contributions macl yee
from 1/1-4/15 of the following year.........c.cccceevvrerennenn R ...\ 9,210
2. Total distributionsfrom IRA during thetax year.
Do not include tax-free rollOVErS...............oiceiiii _1e00
3. Total valueof IRA. Addlinesland2............ccccvceeennens 3. 10,:

Unrecovered Contributions: Complete either liri or 4b.
da. First year of withdrawal from IRA: Enter the total of IRA

contributions that were previously taxec : 7,000
4b. After first year of withdrawal froi \: le

Part I1. Enter amount of u rered ributions from Part 11,

[10T=X (o) SO ... 4b. P
5. Accumulated earningsin | RA cn 12/31 of tax yec

Subtract either r4bfromline3.......ccivevvcencieincinnnns 3,210
6. Dividelineb fent tas CIMal e 6. 314
7. Taxableportion of thisyear’'sw M ly by accimal amount on

line here and on ! ine 19a, Form NJ-1040, ), Column A, Form

NJ-: . ... A .. ... ., 7. 314
Part [l—Unrecoverea Contributions | Sect d Later Years)
(@ Lastyeai nrecover ed contrit .

From line 4 0f 1ast YEar & WOMKSIEE | e ene €)]
(b) Amount withc nle ar.

From line 2 of las "KSHEEL ... (b)
(c) Taxableportion of ! "swithdrawal.

Fromline 7 of last year' s wOrksheet..........ccceeevivveeevvsenceenenne (©)
(d) Contributionsrecovered last year. Subtract line (¢) fromline (D).......cccceeevvreennne (d)
(e) Thisyear’sunrecovered contributions.

Subtract 1ine (d) from liNE (8) .......coerverereeieeeee s (e
(f) Contributionsto IRA during current tax year.

Do not include taX-free rOHIOVEIS........ocviieecice s ()
(g) Total unrecovered contributions.

Line () plusline (f). Enter hereand on Part |, [iN€4b........cccoovevevvreeivieece e (9
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Example A, continued

NEW JERSEY IRA WORKSHEET

Tax Year 2001
Part |
1. Valueof IRA on 12/31 of tax year. Include contributions made fo Xy
from 1/1-4/15 of the following Year..........ccccvervnenencnennenns . 8,622
2. Total distributionsfrom IRA during thetax year.
Do not include taX-free rollOVEIS........vieee e e 1,000
3. Total valueof IRA. Addlinesland 2 ........ccceeuerunnenn 3. 2

Unrecovered Contributions: Complete either line 4aor 4b.
da. First year of withdrawal from IRA: Enter (he iotal of IR/
contributions that were previously taxed! ...

4b. After first year of withdrawal frc Complete

Part 11. Enter amount of unrecoverex nsi Part Il,

[IN€ (G)* 1o e, . 4b. 6 _
5. Accumulated earningsi 12/31 of tax y

Subtract either line 4aor 40 fromiline3............... 5 A 5
6. Divideline5h and enter the result decimial 6. .344
7. Taxableport =2ar al. Multiply 2 by a4 amount on

line 6. Enter here and on Line 18¢ 10 r | 1, Column A, Form

NJFLOAONR Giu...iiiietiiece e sitesssi e eeeeeeeesessessessasessbassasaseasesaessassensssessessessesseseenssnssensessessens 7. 344
Part [|—Unrecover e Cori ons (For | Later Years)
(8 Lastyear' sunrecovered contributions.,

From line 4 of last year SWOrKSNear e @ 7,000
(b) Amount withdrawn | /eal

Fromline 2 o vear WKSIEE e (b 1,000
(c) Taxableportion ’swithdrawal.

Fromline 7 of last y (165 15 (© 314
(d) Contributionsrecovered last year. Subtract line (c) fromline (b).......cccoeveivivninnnne (d) 686
(e) Thisyear’sunrecovered contributions.

Subtract 1ine (d) from liNE (8) .......eoeverereiee s (e 6,314
(f) Contributionsto IRA during current tax year.

Do not include taX-free rOHIOVEIS........ccv e e ()
(g) Total unrecovered contributions.

Line (e) plusline (f). Enter hereand on Part I, [in€@4h.........cccovviiiiiniiiiie (9) 6,314
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Recor dkeeping

Keeping records will help you prepare a complete
and accurate tax return and pay the correct amount
of New Jersey tax on income from your IRA.

Contributions. It is very important to keep any

Income Statements. Keep all the statements from
your IRA showing the amounts you have received
from the plan.

Tax Returnsand Wor!
tax returns you have

s. Keep copies of the
fieincometax in-

statements that show contributions made to your struction book!et & part of your records. Y ou may
IRA. You will need this information when you start need inforn the return or from the IRA
to make withdrawals. Y ou may have to pay more tax Workshesat sorkshe astruction
than necessary if you cannot determine the amount boc repare futuretax o i hisinforma-
in your IRA account on which New Jersey income ti necessary | you file an amended return.
tax has already been paid. Copi = of your returns 211l other records can ba
helpful to vo rviving Ise, or il or
administ Ir estate
’ e < Bill of Right:
The v Jersey Taxpay Rig at taxpayers are accorded fair
nd equitable treatment and rece I and assistance they need to

EER their State tay

L nc 1Ol

nonsiui

s. To find out more, contact the

More I nformation

For more informai on
Center at 609-222-(

thdrawals, contact the Division's Customer Service
e-nall us at taxation@tax.state.nj.us, or write to:

NEW JERSEY DIVISION OF TAXATION
TECHNICAL SERVICES
INFORMATION AND PUBLICATIONS BRANCH

PO Box 281

TRENTON NJ 08695-0281

Many State tax forms and publications are now available, both by fax and through the
World Wide Web. Call NJ TaxFax at 609-826-4500 from your fax machine’s phone or
access the Division’s home page at: http://www.state.nj.us/tr easury/taxation/
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